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ANTITRUST IN AN OPEN WORLD ECONOMY -

® ¥

Kenneth ¥W. Dam

The 1970's were a decade in which received principles of

economic policy were shown to be wrong, indeed dangerous for

the publlc 1nterest. Whether the now formlng economic pOllCY
‘consensas, w1th lts emnha51s on monetary policy and on the

- sunply 31de, W1ll restore product1v1ty and prosperlty in the.

1980 s remains to be seen. - But our old ways of looklng at the

_economy, focu51ng almost solely on malntenance of effectlve

'demand, have surely been relegated to the pollcy trash heap.

?g:These changes ln emDhaSLS from flscal to monetary pollcy

and from the demand to the sunply side are well known. I'd
'rllke thls mornlng to call your attentlon to an equally 1mportant§

'change 1n economlc pollcy thlnklng that has received much less

publ;c attentlon. From World War II until the early 1970 s

almﬂst all macroeconomlc analy51s, partlcuarly in the United

States, assumed a closed economy. The.United States was the

po 'cy unlt and the outSIde world would normally be taken into

-~
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acconnt, if at all, only as a complication. If exports exceeded
1mports, then one might adjust one's estimates to account for
what was called "net exports. And in dlscu351ons of monetary
oolicy the term "Eurodollars" mlgnt occaSLQnally be uttered. |
But by and large these were matters left to the ekperts and did
not intrnde into most policy discussions, whether in~government
or in the press. o | B . |
Today it 1s far nore common to thlnk of the Unlted States.l'
as an open economy.; Any pollcy measure is now seen to have an -
1mmed1ate 1mpact on money and trade flows, an 1mpact that may
elther relnforce or, more often, v1t1ate the orlglnal pollcy
move. In part,-our Shlft of focus from a closed to an open =

economy reflects the far’greater trade. 1nterpenetratlon of the =

advanced countrles. fMore 1mportant is probably the flnan01al

Slde, where the ellmlnatlon of exchange controls on current
-transactlons 1n Europe and of capltal controls on 1nvestment
transactlons both.here and in Europe have opened up the ma]or
developed economles to a far greater extent than yet fully'
apprecxated The rapld growth of offshore banklng in the

1970'5 has created a world-w1de market “in credlt to whlch U S

domestlc regulatlon 1s only now belatedly adjustlng.

As a result of these changes most economic pollcy part1c1pants o

now reallze that 1t ‘is no good analyzing monetary and flscal
pollcy measures in terms of a closed U.S. economy. It is, for
example, now more fully appreciated that any addltlonal monetarv

or fiscal stimulus will have little effect on employment but




" Approved For Relise 2007/03/07 3@|A-RDP88500443R$003870075-4

will have an immediate effect on thevposition of the United
States in the world economy. In particular, the lmmediate
effect of attempting through.macroeconomic means to stimulate
the economy is llkely to be an immediate denreCLatlon or the
exchange rate. Britain learned thls lesson when sterllng

fell from $2.03 to $l 56 in a perlod of 8 months in 1976. We
'1earned the same lesson 1n the early Carter years when the
attempts to punp up the U S. economy led to a decllne of the f“
dollar from 2 6 marks to the dollar to under 2 marks in two j
years._ These effects of domestlc monetary and flscal DOlle
are so’ strong that they swamp attempts to stablllze exchange
rates through exchange market 1nterventlon. Wlth an opnn‘
economy perspectlve-we now see the 11m1ts of the closed economny -

assumptlon that domlnated both the Keynesian aporoach and the

narrow monetarlsm that postulated a one-to-one relatlonshlp

' between Federal reserve actlons and domestlc economic act1v1ty.

Another'lmpllcatlon.of an open economy perspectlve is

that we now reallze that deprec1at10n of the exchange rate

is hlghly lnflatlonary ?ﬁContlnental bankers and flnance
mlnlsters have probably{always believed thls, but our Fasc1natlon
w1th floatlng rates,‘whlch textbooks taught us 1solated an -
economy from the world Vobscured this feedback effect on the
domestic economy._ Pure floating might 1solate monetary oollcy

from the outside world, but there is always sufficient exchange

market intervention to translate world disturbances to us.
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We certainly learned the lesson. Taxe t e two conscious
devaluations of the dollar in the early 1970's. There were
few U.S. economlsts Oor economic pollcymakers who belleved at
the time that they would be an 1ndependent englne of 1nflatlon-l"
Attention was all too focussed on what those devaluations nere-
supposed to do for our exports. The normal.way of thinking was
that since 1mports were only, say, 10 percent of GNP,Aa 5 percent
"devaluatlon could only 1ncrease the rate of 1nflatlon by 1/2
percent The poverty of that llne of thlnklng is demonstrated
by the explos1on of 1nflat10n in the 1972~- 75 perlod and agaln
'1n the last few years followxng the more recent Carter—perlod
. deprec1atlon of the dollar. - > \

t

ThlS modlfled closed economy nerspectlve, whlcn takes into

account 1mports and exports but neglects feedbacks, overlooks

the erfect of hlgher prlces for 1mported goods on domestlcally

'produced lmport substltutes. . These substitutes also rlse in price

. due to the»reductlon of competltlon from 1mports. ThlS modlfled

closed economy perspectlve also overlooxs the effect. of the
.deplec1atlon-1nduced stlmulus to exported goods on the domestlc

markets for those same goods.. If we export ‘more because of deorec1a~

tlon of the dollar, then there are fewer goods at home,'and the f.
domestlc prlce 1s bld up.j A clear case 1s graln. If deprec1atlon of -
- the dollar causes, more graln to be exported food prlces must rise

at home to bld the graip away from forelgners. So depreciation.

causes hlgherprlcesfor both imports and import substltutes and

for all exportables, whether they are exported or not. Higher
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Aprices throughout the economy are the result. To he sure, the
causation runs both ways, with inflation causing the initial
depreCLatlon and w1th deoreolatlon tending to cause rurther
1nflatlon, unless offsettlng domestic pollcy adjustments are naae;
Whatever the pure economics of the matter, there is more than
- a kernel of pollcy truth to the European view that inflation
creates a;"v1c10us c1rcle" in which macroeconomic stlmulus leads
to 1nflatlon, whlch leads to deore01atlon of the currency,
‘whlch leads to even greater inflation. L

3 My purpose here is not to talk about macroeconomlc polrcy.
Rather 1t is to show hAﬁ transformed economic pollcy issues

become when we postulate an open economy.' One economic pollcy

area that 1s stlll'not often viewed from an open economy

V persoectlve 15 antltrust pollcy.

e

In preparlng these remarks I wondered whether 1L was_'

-pOllCY 1s a branch of economlc.pollcy.. Some people 1nvest

antrtrust wrthpquasrrrellglous qualities. - ror some who lean -

to ldeology,tantltrust-ls a way of bashlng blg buSLness.: For»
'others who speczallze ln lnterest group polltlcs,>ant1trust-1s a
Qaf of uSLng enforcenent.agenCLes and treble damage actions

to protect small companles from the rlgors of competltlon..

For still others, and thlS was a view popular in the Watercate

perlod antltrust 1s ‘a branch of the criminal law in whlch

economic pollcy officials concerned with the impact of antitrust

on the efficiency and competltlveness of the U S. economy
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venture gingexly for fear of being accused o obstructlon of

Jjustice.

Yet is not antitrust par excellence economic policy?

By concernlng itself with prlce f1x1ng and ‘with wonopolg,‘

antltrust DOlle goes to the heart of the allocatlon—of resources
problem and hence to product1v1ty and even, though in a mlnorl. |

- way, to the lnflatlon problem.j Why should those 1ssues be the_.
'ﬁexclu51ve prov1nce of enforcement offlc1als and, 1n Uartlcular,

i'of lawyers w1th a prosecutlon mentallty7 A V1ew of antltrust ﬁ:iiéryﬂf
:das a coordlnate branch of economic pollcy is partlcularly | | ‘

’3just1f1ed 1n the formatlve months of a new Admanlstratlon that

Antltrust DlVlSlon, and 1t cannot be llmlted to. that DlVlSlOn

Vuor even to the Justlce Department 1f antltrust pOllCY is to

'_:to my theme that that.thlnklng should take place w1th1n an open o

rather than a closed economy context Only 1n that way ‘can 1t

‘:tbe brought out of theffdark ages" of the formatlve decades !;?iéﬂm
of the 40°'s and 50'5 when the fasc1natlon w1th concent*atlon,i
_barrlers to entry; and 51mllar constructs came to domlnate the
analysis. .

How would an open economy perspective change things?

Let me take one industry to illustrate. 1In the automobile
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industry it is taken for granted that the four-firm concentration
ratio is upwards of 90 or 95 percent. Four firms, it§is_said,
"dominate" the industry. .(I find it hard, I must'say, to think
of Chrysler as a_dominant firm, even a tjointly“Adominant firm.)‘
Yet when one looks out the window one sees that one;quarter,
:perhaps eveh more, of the new cars on the street are produced»
by firms outside these four.. Nearly‘all of these additional.
cars are,. of course, 1mported. The conventlonal way of expreSSLng
thlS anomaly 1s serlously mlsleadlng.' In nubllc pOlle dlscuSSLOns.
we tend to talk about the percentage of the market accounted,for
by 1mports.. Thus, to take a simplified example; 1f four firms-

account for 100 percent of domestic productlon and. if 1mports

account for"“e—quarter of domestic consumption, we ‘tend to say

that four flrms have 75 percent of the market -- stlll a rather

vthh flgure.

‘T Thls way of looklng at “the automoblle market is surely

'wrongheaded. _The objectlve situation is really not that ‘there

fare four flrms-andusome faceless imports in the market On

the contrary, th re_are elght or ten 1moortant flrms in the L

market and they:_nclude such powerful and v1tal firms as
Volkswagen, Toyota, N;ssan, Renault and Peugeot—Cltroen-

And there are also effectlve competltors in partlcular product
lines such as Dalmler -Benz, Volvo, and Honda. The xeason

why Chrysler seems so out of place in a llst of dominant firms -

is precisely that it is unable to compete effectively in this

world market and in fact has been withdrawing from it, a step
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at a time, by selling off foreign plants. It is now retreating
even in the United States much like a formerly dominant military
power reduced to a house—bv -house defense of 1ts caorta1 city.
In a world perspectlre.American Motors too beglns to.loox even
less 1mp051ng than concentratlon StatlSthS 1moly. Whereas

in 1959 it was flfth in the world, it had dropped below 1*teenth .

" by 1970. Indeed, 1ts recent arrangements w1th Renault make Jt

flook more 11ke a Renault afflllate than a jOlntly domlnant flrm. }h -

‘ The market 1n automoblles has clearly become the world. .
.1In that market GM had only 28 percent in 1978 and probably less ;
today.? Ford had only 19 percent. Volkswagen and Dalmler-Benz
g‘together had 12 percent.: Toyota and lesan together had another'

- 10 percentr and probably even more today._ Renault and Peugeot—

_ Cltroen togetherkhad tlll another 10 percent.* Althougq GM

. and Ford are large,_thev hardly domlnate the real market, as

opposed to‘_re'antltrust construct of a market.' USLng nnmber

' of carS'and trucks produced rather than volume of sales, to

ellmlnate exchange rate factors, J. Fred Weston calculated that -

.the top four 1n the world automoblle market have only 50 percent

of the world market.

e

Percentages are overestimated for all comoanles because they
take account, due to data limitations, of the sales of only the
‘fifteen principal manufacturers. Source: General Motors study
based on The Fortune Directory of the 500 Largest Industrial
COrporations and The Fortune Directory of the 500 Largest
Industrial Corporatlons Outside the U. S., Fortune, 1960 and -
1979. oo '

* %

Taken from an'unpublished paper by J. Fred Weston, Domestic
Competition and International Markets (Jan. 15, 1981) .
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An open‘economy approach reflects economic reality in many
ways. Any attempt'to increase U.S. prices above those of imports
.leads to a great increase of_imports'and evenlﬁewer eaports;
Moreover, the strong.companies act in both manufacturing and
sales as if the market were worldw1de."The well—advertised
push of General Motors for a "world car," w1th component manuel"ﬁ
facture and assembly strateglcally 51ted to reach all consumlng cxfu
centers, is smmply the manufacturlng and marketlng reflectlon |
: of the economlcs of the matter. |

When one 1ooks at other major lndustrles, world concen~',h

tratlon ratlos are even lower. Weston s. calculatlons for

steel for examplef‘show a’ four—flrm concentratlon ratlo of

The dlssolutlon:of the U.S. domestlc market into a 1arger

Vworld marketfls:proceedrng apace not merely in consumer goods,

What 1s happenlng.ln thlS larger world market’ What'is

happenlng ls, unfortunately, that the posrtlon of U. S flrms 15

sllpplng badly._r In chemlcals, for example, DuPont has dropped‘.
from first in 1959 to fourth ln 1979 with Unlon Carblde falllng

from second to seventh. In l959,the Unlted States accounted for

seven of the top ten_firms, in 1979 for only'three.

*The following review is taken from New Research Flndlngs,
The Relative Sizes of U.S. and Foreign-Based Multinational.
Corporations, in Mergers and Economic Concentration, Hearlngs .
" before the Senate Antitrust Subcommittee on S.600, Part-l, -~ ~*:
pp. 725-733 (1979) updated using data from annual Fortune surveys.

Cat
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In electronics and appliances, six of the top eight firms
in 1959 were American. In 1979 only three were still ln that
group. o |
-In industrial and.agricultural machinexy, Caterpillar
slipped fromufirst to second and Deere from fourth to sixth.
Allis~Chalmers, flfth in 1959 had disaopeared fron the-too ten}pl’“
- In metal manufacturlng,,U S. Steel fell from flrst to‘
‘second and Bethlehem Steel from second to flfth.' In 1859
the Unlted States accounted for nlne of the ten top comoanles, :Tl‘l‘
in 1979 for only two.éffsgf. N | .4
]ktpharmaceutlcals Amerlcan Home Products sllnped from
thlrd to flfth Johnson & Johnson stayed ln fourth place and‘

Pflzer dropped from flIth to ninth. In 1959 seven of the ten -

4top companles were Amerlcan, in 1979 only flve. :

.;4 Many reasons can be advanced for the sllppage of U S.

yflrns 1n world market

hSurely the general product1v1ty
problemzj;one, but exactlj what the components of the pro—
duct1v1ty decllne in the Unlted States may be is not an - -
.easy questlon on Wthh to obtaln 1nformed ‘agreement.. So

too the 1nexorable worklngs of the prlnc1ple of comparatlve

fThe Unlted States now has a‘

BN . . . N
- . . %

comparatlve advantage 1n agrlculture, serv1ces, and, tbongn

'advantage play :a role.

the advantage is sllpplng, in spe01allzed manufactures such

T el
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as wide-bodied aircraft and computers. The iron law of
comparative advantage dictates that we must have a comparative
disadvantage in something, and that something appears to be
increasinglylthe so—called "basic” industries. To'be sure,
some of the slippage ln the reported sales statistics simply
reflects exchange rate changes rather than unit output changes,__f}«
yet one can also ask whether the decllne of U.S. 1ndustry did
nOtJJlfaCt lead to the decllne of the dollar. . | | _

The p01nt here is not 51mply that U S antltrust pollcy .
does not recognrze the new envrronnent in whlch U S. companles
must operate.A The pomnt is also that antitrust pollcy as 1t
has been admlnlstered has placed large 1mped1men ts in the

necessary adjustment'of the U.S. economy to the new 1nternatlonal '

condltlons' Today many antltrust rules make 1t dlfflcult for

”_U S.lcompanles to rearrange their affalrs in a way that reduces

costs and 1ncreases product1v1ty in order to permlt them to

compete both here and abroad on equal terms with thelr rorelgn

.f What mlght the new admlnlstratlon do to help place anti~
trust pollcy 1n an open world economy context7 . Many useful |
changes mlght.be made; even w1thout leglslatlon. For starters,
the Antitrust D1v151on mlght throw out the Merger Guldellnes
and start afresn w1th a merger law enforcement policy that
recognized the U.S. place in an open world economy. Joal

Davidow, speaking for the Antitrust Division, has argued that

world market shares should be ignored if there is an anticompetitive
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effect in "any section of the‘country."* That may still be
standard judicial doctrine.** But it is headein-the—sand econonic
policy for the 1980's. ‘Surely the "any section_of.the countryu
1anguagejxlsection 7 does not require enforcement officials to,
ignore the actual competitive.situation in an industry;*%* When

a market extends from where China ends to where Ru531a beglns -

' in short, a world market 1n which products ‘and resources flow .

freely - 1t makes llttle sense to llmlt the 1nqu1ry to a 3000 h_.if-‘v'

~mile sector between the PaC1f1c and Atlantlc oceans 51mply
because the ert of enforcement officials is geographlcally
'deflned. In such a larger perspective the relevant mar&et

shares are world market shares. Though one could Stlll debate

whether GeneralfMotors conld acqulre say Chrysler in view of
thelr world market shares, the solutlon should not have to
. depend uponthe lnterpretatlon of the falllng company defense-_} N

The maln effects on merger pollcy of a World market

persnectlve would not lle; however, in horlzontal mergers

 but rather 1n the vertxcal and congromerate area. I doubt_f

.that the prohlbltlons agalnst vertical mergers can be

fdefended on economlc grounds at all. . But even 1f they can

be;'lt surely makes no sense to judge whether unlntegrated

U. S flrms may merge vertlcally to gatn the eff1c1ency advantages ;_."5

of 1ntegratlon and thereby to compete more effectively with

* - : '

Joel Davidow, "Antitrust, International Policy, and Merger
Control,"” remarks before the Federal Bar Association Conference
on Antitrust and International Mergers and Acquisitions (Aug. 28,
1980). .

'Y

. But see Unlted States v. General Dynamlcs Corp., 415 U S.
486 (1974). .

kkx . . A _ ) e
Ibid. . PRIt
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foreign firms primarily on the basis, as the Guidelines call
for, of their shares in the.U S. narket. If we take such a
short—51gnted approach the alternatlve is llkely to be eleher
a resort to protectlonlsm to shore up the less~comoet1tlve
domestic firms or a fall in their market share to the point

'~ where they end up belng acqulred by more powerful forelgn _
icompetltors.;f_ayhiygy_ |

s The economlc—case agalnst conglomerate mergers maxes even

1ess sense (I would say nonsense) where U.S. flrms compete

-agalnst forelgn competltors who are subs;dlzed by thelr govern— s

ments., In 1ndustry after 1ndustry, in country after country,

there 1s no need for the competltors of U.Ss. flrms to dlver31fy

or to merge-‘to acqulre a stable source of capltal because

*
“a dlrect clalm o

he'publlc treasury. : We ought to see
conglomerate mergers-nOL merely as a lesser evil but as an
1mportant means of~ccmoet1tlon against state—owned and- state—

sub51alzed companles

Many other useful changes in antltrust pOlle could be
: made but most.of them would requlre leglslatlon. Just as
vertlcal mergers are pro—competltlve in an open world economy

context so too an open economy perspective casts even graver

doubt on many of the vertlcal_rules than the new antitrust

N : «
See Kenneth D. Walters and R. Joseph Monsen, State-

owned Business Abroad: New Competitive Threat, 57 Harvard

Business Review 160 (March-April 1979). :
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learning reflected in the Sylvania case would suggest.

Various long-term contractual arrangements should be seen as

-de51raole, not merely saved from the pex se rtle by legAl

radlatlons from Sylvania. So long as private treble ~-damage
actions can be brought U. S .industry is unlikely to undertake
the optimum: degree of contractual vertlcal 1ntegratlon. To
be Jess than optlmally vertlcally 1ntegrated is to be more
vulnerable 1n contexts where forelgn companles are. not subject
to 51mllar 1nh1b1tlons.: Thus, an open economlc Derspectlve

suggests thatelthersubstantlve law should be clarlfled by

”leglslatlon or the treble damage remedy should be serlously

restrlcted.,ij.

and 1n forergnf301nt ventures. Some of these proposals make

'_sense, but I belleve that they should be aporoached w1th _

1n pr1ce~f1x1ng 1nlfore1gn markets 1n order to make them more _i
-competltrve.v Horlzontal or1ce-f1x1ng rarely 1mproves eff1c1ency.
‘On the contrary, we ought to encourage U S. firms to restructure

»themselves,,partlcularly in their vertical arrangements,_ln

order to make themselves more efficient world market competitors.

Contlnental L V., Inc. v. GTE Sylvania, Inc., 433 U.S. 36
(1977) ‘ .

v'cautlon-_ we certalnlfwneed not encourage U S. flrms to engage ..
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" Such an- approach would be~leadihg from strength.

And it

would have the priorities right. .Though we all have an
‘exports and foreign investment,

interest in.nrom *hg U S.

we have an even greauer 1nterest partlcularly as consumnrs, o

in pronotlng the eff1c1ency of the U.S. economy.“jfff§ :ﬁ; PR

Antltrust pollcy has an 1mportant role in tnls resp°ct,

lf only to aVOLd gettlng ln the way of the natural comgetltlveAm




